MERIT CONTINUITY PROGRAM 



CONCEPTS 
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Background 


Merit has asked William A. Robinson, Inc. to explore continuity 
programs. The objectives i .o be achieved in such a program are: 

1. Maintain sales among* Merit's current customer base, 
especially in price competitive markets. 

2. Generate trial and conversion among "switch" smokers. 
Strategies used to reach these objectives are: 

1. Add value to the Merit purchase to differentiate it from 
other brands without using price discounts. 

2. Utilize an ongoing program to maintain sales. 

3. Offer the program in various vehicles to reach current 
smokers and "switchers." 

4. Introduce a trade program that will reward retailers for 
ongoing support. 

5. Reinforce the advertising creative message to further 
extend brand image. 
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There are options in delivery and execution to consider in a 
program of this nature. The following pages will illustrate 
through specific programs the various options. However, in most 
cases, these factors are interchangeable with one another. 

1. Long-term v. series of short-term programs. Do you want 
to commit inventory and a program for a number of years 
or would you prefer to make short-term commitments? Long 
term can capture smokers' attention by offering large 
prizes and valuable incentives. However, it requires 
updating catalogs and keeping product and fulfillment 
going- for years. Short term is easier to get in and out 
of but generally will only capture loyalty for the length 
of the program. 

2. In-pack scrip (coupons or stamps) v. proofs of purchase. 
Is the factory capable of in-packing scrip? It would 
eliminate handling of dirty proofs and packs, would be 
less bulky for the consumer to save and mail, and could 
eliminate "garbage collectors" from major redemptions. 

3. Free premiums only v. speed plan liquidators v. 
discounts. 

Some of these alternatives can be combined in one catalog 
or offer. To give you an idea of redemption levels for 
premiums, we've gathered some examples. All of these 
offers were delivered direct mail. 

Example #1: Free premium valued at $5.00 retail when 7 
proofs of a $1.00 item were submitted. 5-7% redemption. 
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Example #2: Speed plan offer that gave two options for 
each of 3 items — a $5.00 retail, $10.00 retail, $25.00 
retail item. Could be redeemed free with multiple 
purchase or for 50%- cash and proofs of purchase. 2% 
redemption, strongest redemption in free $5.00 category. 

4. Media (print) support v. free-standing promotion. 
Realistically we know point of sale support will be very 
limited in duration. In-pack offers can reach current 
users and a limited number of switchers. We believe some 
print support -- even violators in brand advertising — 
will help to launch and maintain this type of program. 

5. High value items v. low value items. 

Paramount to the item selection will be how much Brand is 
' willing to spend "per pack." For example, $.01 (per 
pack) x 20 (5% redemption) = 20C per pack value toward 
item. $10.00 item would require 50 packs. 

Looking at this another way, you can assign a pre-pack 
value comparable to the value of a two-pack premium — 
$.25-$.35 per pack cost, $.50-$.70 per pack "retail." 

Here a $10.00 item would require about 20 packs. Value 
would escalate much quicker, so more high value items 
would be needed. 
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CONCEPT 1 


Concept: Series of short term, unique free premium offers via 

the "Merit Captain's Club..'.' 

Description: This concept u-tilizes ongoing direct mail to an 

interested list of smokers. Via point of sale tear pads and 
announcement print ads invite smokers to sign-up for the Merit 
Captain's Club by calling a toll-free number. Sample packs, 
"savers" cards and the first month's unique premium offer would 
be sent to them by return mail. 

Smokers could receive the featured premium by mailing back UPC 
codes cut from Merit packages. A nominal postage and handling 
charge would be required. 

Each four to six weeks a new premium offer would be sent to Club 
members. Premiums would be universal, i.e. unusual brass 
ashtray, ship's lantern, waterproof ponchos, and even seasonal 
items, i.e. nautically themed gift wrap kit, or summer rope 
hammock. 

Elements: Point of Sale to deliver Merit Captain's Club 

membership phone number. 

. Media ad support for offer. 

. Direct mail packages to include: 

. offer 

. savers card/order form 
. product samples and/or coupons 
. follow-up mailers 
. Fulfillment 

Rationale: . The periodic mailings keep the program top of 

mind. 

. Items will appeal to most "members," yet reinforce 
brand image. 
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. Free incentive is strong, can help capture 
"switchers" and reward current loyal users. 

. Program can have an end as opposed to a long-term 
premium catalog that can become outdated. 

Additional opportunities: 

. Consider using competitive smoker list from Select 
& Save and direct mail the first mailing. 

. Reward retailers for display with items as a 
dealer loader. 
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CONCEPT 2 


Concept: Long-term premium catalog continuity program, "Merit 

Ship's Locker.- 1 ' 

Description: Consumers will be offered a themed premium catalog 
(perhaps 16-24 pages) that offers a wide range of items and 
"price" points. The catalog will be offered free at point of 
sale or mailed to smokers' homes in response to an ad. 

Packed into each Merit pack would be "Merit scrip"—saver coupons 
towards premiums in the catalog. Additional scrip would be 
packed into cartons to encourage carton purchase. The scrip will 
also offer a mail-in form for a free catalog for those people who 
missed the offer in the ad or point of sale. 

The theming of the catalog would be exclusively Merit. Items 
would reflect the nautical image of the brand with many brass 
offerings, nautical maps, "boating" casual apparel and decorative 
home and office items. A lead item of an exotic vacation — two 
weeks at your own lighthouse on the Atlantic coast — will set 
the tone for the booklet. Interspersed among the premium items 
will be nautical lore copy and image-enhancing photographs to 
make the catalog a brand reinforcing piece itself. 

Each item, including the vacation, would carry a Merit scrip 
price tag with awards starting at a minimum and soaring up to the 
lighthouse vacation. (While we doubt many folks would redeem the 
vacation we think a lead "extravaganza" is critical for image and 
romance.) 

To encourage more active involvement with the catalog, a speed 
plan program can be included. The item price will be stated both 
in scrip and in cash. The respondent can order the items free 
with the scrip, for the full cash price or a reduced price based 
on the amount of scrip redeemed, i.e. $1.00 less +20 packs scrip. 
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Trade Program: To generate' trade support both for display and 
full-line distribution, an incentive program that rewards special 
Merit trade scrip will be offered. The sales staff will be given 
a scrip supply to give to retailers based on distributions, 
display, lack of out of stocks, etc. Scrip can be redeemed from 
the consumer catalog. Kick-off with direct mail to retailers of 
a Merit wallet and a start-off scrip gift. 

Elements: . Premium catalog 

. Merit scrip 
.- Trade scrip 

Point of sale, ad support for introduction 
Fulfillment. 

Rationale: This is an excellent vehicle to reward purchase and 

extend brand image. 

. Participation is easy for all levels of smokers. 

. Quality premiums encourage continuity of purchase. 

. In-pack scrip is a constant reminder of the program. 

. Trade program encourages retail support. 

Alternate Catalog Theme: A World of Flavor 

Lead item: Food cruise. Balance of premiums are exotic food 
items from various port cities, decorative memorabilia from 
port cities (kitchen linens from a restaurant in Marseille, 
glasses from Raffles in Singapore, etc.), other nautically 
themed smoker's needs. 

NOTE: This concept does not depend on in-pack scrip. 
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CONCEPT 3 


Concept? Tie-in with a manufacturer, retailer or service 

company to offer a discount program. 

Description: Similar to Club Kent or AT&T Opportunity Calling, 

offer smokers substantial discounts on branded 
merchandise or services. One approach is to tie- 
in with a direct mail catalog company such as 
Land's End. Brand advertising and point of sale 
would offer "sign-up" forms to receive catalogs 
- and program details by mail. 

Smokers would be rewarded with gift certificates 
good for the catalog house in exchange for X 
proofs of purchase. Or proofs could be directly 
submitted to the catalog house with the order for 
fulfillment. Merit would co-op the costs of the 
gift certificates or items with the catalog house. 

An alternative tie-in could offer a selection of 
brand name items that reward rebates when Merit 
proof of purchase and item proof of purchase is 
submitted. Merit and the manufacturer would share 
the rebate costs. 

Elements: . Point of sale with tear-offs. 

. Media ad support for offer. 

. Direct Mail catalogs and offer instructions. 

. Rebates, gift certificates or other fulfillment 
items as needed. 
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Rationale: . This type of program substantially reduces Merit's 

liability in"free goods cost. 

. Possibilities may exist for cross-merchandising. 

Alternate Tie-in Partners: 

. Charge card company, i.e. Citibank Visa. Packs 
will pay annual fee and/or go for Citidollars 
merchandise. 

Travel company or selected airline, hotel, car 
rental tie-ins. 

. Restaurant chain, i.e. Pillsbury restaurants, earn 
certificates for free dinner with purchase of 
another dinner. 
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Regional Opportunities 


In keeping with Merit's current strategy to focus on regionalized 
opportunity areas, there are a number of targeted approaches to 
consider: 

1) Use any of the concepts for regional markets only. Heavy up 
on advertising the promotions in these areas. {National 
manufacturers will be less likely to tie in to regional 
promotions, however.} 

2) ■ Customize- catalogs or offers to "sweeten the pot," make items 

easier to get by requiring less proofs. Or provide bonus 
scrip in packs offered in regional displays to encourage 
saving. 

3) Test offers and "price points" in regional mailings prior to 
national roll-out. 

4) Use regional chains for tie-in partners to capitalize on 
local trends and better target the offers. 
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Fulfillment Options 


Incentive Merchandise House: Companies like Maritz, E. F. 
McDonald, and S&H offer full-line.catalogs or custom chosen 
merchandise. They hold the inventory, handle fulfillment and 
maintain all records — but at a price. Generally the in-the- 
mail cost to you is about the same as regular retail. They will 
do custom imprinting. You exchange quantity discount pricing for 
service and inventory. 

Own Inventory/Separate Fulfillment House: You buy the inventory 
utilizing quantity discounts, an outside fulfillment house stores 
and fulfills it. Depending on the number of items in the 
program, this is often a much more cost efficient way to go. 
However, projecting inventory needs is critical. 

Limited Vendor Fulfillment: If merchandise is chosen from only a 
few manufacturers, fulfillment can often be handled directly. 
Depending on the customization needed on the items, the orders 
can often be customized and fulfilled out of current stock. Here 
you make minimum commitments and own virtually no inventory, yet 
manufacturers stand ready to fulfill orders. 
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R e c ommendations 


For easy entry into a program of this nature and easy escaping, 
we recommend you start with your Ship's Locker items and 

inventory as the basic catalog. Some additional low and high end 

items may be needed to allow a range of "price points." 

A speed plan method of redemption would prove the most efficient 

as it will do the following: 

. Effectively test the items for interest 

. Provide a basis for redemption estimates in large scale 
future programs based on free redemption and various 
combinations of purchase and cash levels. 

. Utilize existing inventory and fulfillment procedures. 

Consider doing a test in two or more areas. 

Control area {strong region): Base redemption requirements on a 
standard, i.e., lOb/pack value. Offer catalogs by mail with 
print advertising support in the form of violators and tear pads 
at point of sale. 

Opportunity area: Base redemption requirements on a much more 
liberal value, i.e., 25b/pack value. 

Mail catalogs to competitive smokers gathered from Select and 
Save data. 

Offer newspaper advertising or FSI for catalog, possibly with 
"buy one, get one free" coupon. Support with print violators and 
point of sale. 
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Next steps: 


. Brand agreement on best approach. 

. Review Ship's Locker selections for items. 

. Select value of pack for redemption. 

. Decide on "saving device" — UPC code, in-pack scrip, 
other device. 
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